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Our Inventory Problem 


Let us study the inventory problem in the company with which 
the author is connected—a problem that finds its counterpart in 
any enterprise that manufactures a large variety of products, sells 
them in.a national market, and is faced with the necessity in many 
instances of providing overnight service and delivery. We have 
two distinct divisions of activity: one, the manufacture of scientific 
optical instruments, such as microscopes, projection apparatus, 
metallographic equipment, etc., which is primarily on a job-pro- 
duction basis and where the inventory problems are largely pro- 
duction problems concerned with the maintenance of adequate 
factory inventories; the other, the manufacturer of ophthalmic 
lenses and frames on a mass production basis and their distribution 
through hundreds of aliied wholesale outlets scattered throughout 
the United States. It is this latter field of activity that presents 
some real inventory problems. 

Consider the necessity for the maintenance of adequate stocks 
of lenses and frames, each with literally thousands of common 
combinations of prescriptions, sizes, and styles. Each wholesale 
outlet must be stocked to provide 24-hour service on any of the 
thousands of cataloged items. Here is an ordering and inventory 
problem that fortunately few manufacturers are called upon to face. 


Laying the Groundwork 


In setting out to establish a workable ordering and stock con- 
trol plan for wholesalers, a logical plan of procedure was instituted. 
First, a careful analysis of the desired objectives was made in 
which the cooperation of divisional and district sales managers 
and the manufacturing departments involved was enlisted. From 
these sources the ends to be attained were established, weighed 
by the financial department with a view toward the costs of reali- 
zation, and a definite outline of the objectives sought was drawn 
up. 

These objectives for wholesalers were as follows: 

1. Reduction of investment by maintaining normal stocks and 
thereby eliminating quantities in excess of working require- 
ments. 

2. Control vf purchases in line with sales by means of a definite 
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record of beginning inventory, stock receipts, factory bal- 
ances, ending inventory and consequent unit consumption. 

3. Reduction of stagnation and subsequent obsolescence. 

4. Planning of effort, equipment and space required for ob- 
taining maximum turnover. 

5. Stabilization of factory order requirements and improve- 
ment in customer service. 

A worthy set of aims—let us see how they were realized. 


A field crew from the Budget and Methods Department was 
sent out to study the conditions existing in the various branch 
outlets in a representative sales territory. The field investigators 
were given free rein to set up model stock inventories in each 
branch covered, even if it meant complete physical revision of the 
existing arrangements. Stocks were subjected to the most rigid 
scrutiny. All stagnant and obsolete items, as well as excess 
quantities of slow-moving lines were set aside for shipment back 
to district headquarters. The individual stock rooms were re- 
arranged to provide maximum efficiency in handling the mer- 
chandise, both in putting away the stock and in filling customer 
orders. As far as possible a uniform stock setup was installed in 
each branch. 


The Plan Itself 


With this preliminary field work finished, a model ordering and 
stock control plan was drawn up by the Budget and Methods 
Department on the basis of the recommendations of the field staff 
and territorial sales managers and studies of various inventory 
plans used by progressive manufacturers. Let us review the plan. 


Bin Card for Each Stock Unit 


This plan of stock record and ordering control is based upon 
a modification of the bin card system. An individual bin card is 
made out for each item, i.e., a separate card for each bridge size, 
focus of lens, etc. It provides all the pertinent facts necessary 
to properly control inventory. The bin card is so designed that a 
minimum amount of clerical work is necessary. 

The plan calls for the use of four distinct colors of bin cards 
each one of which is identical as to printed matter: 
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1. Yellow—Active Items (No reserve stocks). Minimum 
stock quantity to be banded denoting ordering point. 

2. Pink—Active Items (Reserve stocks only). Minimum 
stock quantity to be banded denoting ordering point. 

3. Blue—Slow-Moving Items. No banding necessary. Stocks 
to be ordered on a daily replacement basis. 

4. Orange—Obsolete Items (To be exhausted). No banding 
necessary. 


In the detailed presentation which follows, sample entries have 
been made covering the routine transactions. 


Description of Card 


Space is provided at the top of the bin card (see page 630 and 
following) for the entry of the catalog number and description of 
the article. Directly below the description, provision has been 
made for entries and revisions of minimum and maximum stock 
quantities, previous consumption record and the stock location. 
The body of the card is designed to record the following data: 

(a) Date 

(b) Quantity ordered 

(c) Balance on purchase orders 
(d) Customer balances 

(e) Stock on hand. 


Determination of Stock Items, Classification and Segregation 


At the beginning of the installation, a complete review must be 
made of all items in the branch and a decision reached as to the 
items which are to be carried as regular stocks. A cleanup of all 
slow-moving, obsolete and excess stocks must be made at the time 
the minimums and maximums are established. 

To facilitate the filling of orders and to aid in inventory taking, 
it is essential that the merchandise be grouped in line with a definite 
classification of product. Such a setup will thereby enable branches 
to take inventories by line of product. 


Establishment of Minimum and Maximum Stock Quantities 


A thorough review of the consumption records affords the basis 
for the determination of an average monthly consumption figure. 
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The amount of stock to be carried can then be definitely established, 
depending upon the time cycle required to replenish stocks from 
factory or district headquarters. For a district, a minimum of three 
weeks and a maximum of six weeks is recommended for lens 
stocks; and. a minimum of four weeks and maximum of eight 
weeks for frame stocks. For branches, a minimum of one week 
and maximum of two weeks, or a minimum of two weeks and a 
maximum of four weeks is recommended for lenses and a two-four 
or three-six combination for frames, depending upon their respec- 
tive location. Where a definite consumption record is not readily 
available, the study of purchase orders for a given period affords 
an alternative basis for determining necessary stock quantities. 

After the establishment of the minimums and maximums, the 
maximum quantities should be costed out to determine the maxi- 
mum investment for the individual branch. This total is then 
compared with the present inventory investment, and the calcula- 
tion of the rate of turnover ($ Cost of Sales —- $ Average Inven- 
tory) affords a check on the accuracy of the minimums and maxi- 
mums established. 

When the minimums and maximums have been satisfactorily 
determined and accepted by the management, having given due 
consideration to service, investment and turnover, etc., no major 
quantity changes in any one or more lines of product can be made 
unless approved by the management. 


Stock Alignment 


Upon the establishment of the quantity to be carried for each 
item, the stock should be segregated by type, foci, bridge size, etc., 
and the minimum stock quantity banded. (Banding can be made 
with suitable rubber bands or paper.) The banding will denote the 
point at which orders for additional stock must be originated. Any 
stock in excess of the maximum quantity should be removed and 
transferred at once to the district office. In addition, any mer- 
chandise not listed as regular stock must also be segregated and 
immediately forwarded to the district office. 


Recording Balances 


In filling out the bin card for each item, first enter the amount 
of inventory on hand after the removal of the surplus stock, if any, 
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and second, review all unfilled vendor orders and record all open 
balances in the column headed “Orders Placed to Date.” Where 
stocks are exhausted, customer order files should be reviewed and 
individual balance customer orders should then be posted on the 
bin card in section titled “Balance Customer Orders,” in such a 
manner that these orders may be promptly filled when merchandise 
is received from district headquarters or factory. 


Ordering 


When stock reaches the banded quantity or minimum, the stock 
clerk must remove the bin card, enter the quantity on hand and 
place the card in the proper ordering container. A separate bin 
card ordering container should be used for each type of product 
and located at the end of each stock cabinet. At the end of each 
day, the ordering clerk will then carefully examine the consump- 
tion records and other data contained on each card, and place 
orders for the necessary merchandise. 

After a reasonable period of experience and with the background 
of actual consumption data recorded on the card, the ordering 
clerk should sense the trend for the particular item involved and 
revise the minimum and maximum figures up or down in order to 
bring the stock in line with actual needs. It is not necessary con- 
stantly to revise the minimum or maximum figures due to varia- 
tion in sales volume. To take care of seasonal needs, it may be 
necessary to place orders more often because the stocks will reach 
the ordering point sooner, due to the sales volume for the particular 
period. However, it is highly practical to use seasonal minimums 
or maximums in some cases to reduce ordering frequency. 

When sales show a temporary decline, orders would not ordin- 
arily be placed so as to bring stocks up to the maximum, but rather 
for a quantity which would bring the total stocks somewhere be- 
tween the minimum and maximum figures. Maximums and mini- 
mums should only be changed when consumption records defin- 
itely indicate that a particular item is going out of style or experi- 
encing a rapidly increasing demand, or where the original limits 
obviously were set in error. In adding new lines, orders must be 
placed in anticipation of a reasonable demand. That is, workable 
minimums and maximums cannot be set up until accumulated con- 
sumption records afford an accurate basis. 
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Where sales warrant the carrying of a large stock of an individual 
item which cannot all be accommodated in the regular stock cabin- 
ets, a working stock should be maintained in the regular stock 
cabinet and the surplus or reserve quantity placed in a nearby sepa- 
rate compariment. In all such cases, a pink card should be used 
(instead of the yellow card) and placed with the working stock. 
The pink card will indicate to the stock clerk (and act as a check 
for the ordering clerk) that there is additional stock in reserve to 
replenish the working stock. Ordering should only take place 
when the total of both working and reserve stock reaches the mini- 
mum quantity. 

Slow-moving items should be handled through the use of a blue 
bin card. Such stock is not banded. Therefore, it is essential that, 
with every item withdrawal by the stock clerk, the blue card be 
removed and brought up for ordering. Slow-moving merchandise 
should be ordered only on a daily replacement basis so that such 
stocks may be maintained at the lowest possible level consistent 
with sales needs. The use of blue cards will be confined to the 
branches as the district stocks will always be reordered on a pack- 
age quantity basis. 


General 


Order entering is made on an accumulative basis, i.e., the quai 
tity ordered is added to the previous quantity shown. Thus at any 
time the total amount ordered for a given period may be determined 
from merely looking at the last figure in the “Orders Placed” 
column on the bin card. This same method is followed in record- 
ing the orders on balance with the factory. In event of partial 
shipments being received, the quantity still due is carried forward. 

The consumption figures over any period of time are obtained 
by adding the opening inventory to the accumulated orders placed 
to date (less existing factory balances) and deducting the amount 
of stock on hand. Inasmuch as the maximum investment for a 
particular branch has been carefully determined, it is an important 
part of the ordering clerk’s function to see that stocks in all in- 
stances and at all times do not exceed the maximum quantity al- 
lowed. 

In event of exchanges, customer returns for credit, and branch 
returns or errors in the filling of orders, an appropriate entry must 
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be made on the bin card covering the transaction, and if excess 
stocks are thus created, the surplus must be returned at once to 
the district office. Exchanges should be added to the “Orders 
Placed to Date” and the designation “Ex” shown in the column 
opposite. In the case of credits, the same entry is made and the 
designation “Cr” specified. Branch returns are likewise added to 
the “Orders Placed to Date” and the branch designation entered 
in the column opposite. 


DETAILED INSTRUCTIONS FOR INSTALLATION AND 
USE 


Part A—INITIAL ENTRIES 


Setting Up Cards—Inventory 
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Individual cards are to be made out for each item, i.e., a sepa- 
rate card for each bridge size, eye size, focus of lens, etc. 

After entering the item, description, minimum and maximum 
stock quantities and the stock location, the date and amount of 
stock on hand must be entered on the card. 
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Entry of Factory and District Office Balances 
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Review all unfilled factory and district office orders. Then enter 
on the bin card the total of all of these unfilled orders in both the 
“Orders Placed to Date” and the “Balance on Order” columns. 


Entry of Unfilled Customers Orders 


4o/22 Q) 


tem BERWYN FRONT 


SALES RECORD 





Where stocks are exhausted, review all unfilled customers orders 
and enter on the bin card the customers order number and quan- 
tity on balance in the columns provided so that when the mer- 
chandise is received, the customers orders can be filled promptly. 
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Part B—CurrRENT OPERATING ENTRIES 


Placing of Initial Factory Orders 
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When stock reaches minimum, clerk will remove bin card, enter 
the quantity of stock on hand in column provided for same and 
place bin card in ordering container. Order clerk will place orders 
daily and enter the date of order in first column, quantity ordered 
in second column and also enter the quantity ordered in the third , 
column headed “Balance on Order,” so that there will be a current 
figure of all factory and district office balances. Cards are to be 


replaced with the working stock, immediately after ordering. 
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Receipt of Merchandise (Complete Shipments) 
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Merchandise received is to be placed in stock and the minimum 
quantity banded, where original banded stocks have been used. 
The quantity shown as “Balance on Order” is to be crossed 
through. 


Subsequent Ordering 
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Additional orders placed are to be entered on an accumulative 
basis and therefor are to be added to the previous quantity ordered, 
showing the total quantity ordered to date. The actual quantity 
ordered is to be entered on the “Balance on Order” column so as 
to indicate unfilled factory balances. 


Receipt of Merchandise (Partial Shipments) 


40/22 (4) 


Au 


SALES RECORD 








Item 


When a partial shipment is received, revise the “Balance on 
Order” quantity by crossing through the existing factory balance 
quantity and entering the new balance figure. °‘ 
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Ordering When Stock Is Below Minimum 


40/22 (5) Form No. 70-2 


Item 


SALES RECORD 





When card shows that stocks on hand are below the minimum 
stock quantity, the order clerk will place orders for a quantity 
sufficient to again bring the stock up to the maximum, providing 
that the sales are in line with minimum and maximum as estab- 
lished. 


Ordering and Entry of Unfilled Customers Orders 
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When stocks are exhausted, stock clerk will enter zero inventory 
and post customers order number and quantity required to fill the 


customers order. 


Order clerk will order a quantity sufficient to 


take care of customers balance requirements and also to build stocks 
to the maximum. 


Merchandise Received—Filling Customers Back Orders 
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When merchandise is received, the quantity shown in column 3 
“Balance on Order” must be crossed through, showing that all 
orders placed with the factory or district office have been filled. 
Customers Order $1762 is to be filled and the customers back-order 


reference to be crossed through on the bin card. 
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Entries for Credits, Exchanges and Returns 


ne 1 modi 


Item BERWYN 
A47L11 


SALES RECORD 


ial STK. LOC. 


A-2 


" Orders Bal. Cust. Ord, Qn. 
Bal. on Bal. Cust. Ord. Ory. | Date PI Bal. on . 
Orders No. end | Ord. My ~~ Orders |~eg. No. | Ow. | Hend 
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All merchandise returned for credit or exchange, or branch re- 
turns must be recorded on the bin card before placing goods in 
stock. The quantity returned is to be entered in column 2 and 
added to the previous amount shown with the suffix “Cr” for 
credits, “Ex” for exchanges and the branch designation entered in 
the case of merchandise being returned by a branch. When credits, 
exchanges, or returns bring the total stock on hand above the maxi- 
mum stock quantity, the excess must be returned at once to the 
district office. The branch returning defective merchandise must 
record the transaction by deducting the defective quantity from the 
accumulated total in column 2. District office will accumulate 
defective merchandise and return such merchandise to factory 
weekly for replacement. No entry is to be made on district office 
bin cards covering branch returns. The district will handle de- 
fective merchandise withdrawn from their stocks in the same 
manner as the branches. 
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Necessary Entries When Merchandise Is Shipped Direct by 
Factory to Customer, Yet Invoiced to Customer from Branch 


4o/22 Q) 


Item BERWYN FRONT 
Au 


SALES 


In order to develop a complete record of consumption on which 
basis minimum and maximum stock quantities are checked, direct 
shipments to customers or branches must be accounted for. This 
means that all stock quantities which normally would have been 
taken care of from district stocks should be recorded on the bin 
card. 
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The entry of 3/23 shows that the stock is exhausted with but 
20 remaining on order. Therefore, a separate order is placed 
on 3/23 for 20 additional to bring the stock up to maximum. The 
factory balance thus is changed to read 40 on order. On 3/24 an 
order for 10 is received which of course cannot be filled from the 
exhausted stock necessitating the placing of an order for 10 to 
be shipped direct. This additional quantity (10) is included in 
the “Orders Placing to Date” column increasing the total quan- 
tity ordered to 50. The abbreviation “Dir” is added to the card 
under “Balance on Orders” to denote that the shipment is to be 
made direct to customer, branch, or district office by the factory. 
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Sales Trends—Checking Minimums and Maximums 


ho/2e 
rv 


Item 





With the original minimum and maximum stock quantities set 
up on the basis of two weeks’ minimum and one month’s maxi- 
mum, ordering should take place twice a month under normal 
sales conditions. The ordering clerk must notice any variance 
from the normal routine and determine the advisability of revis- 
ing the minimum and maximum figures. For example: 
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The entries on the card under dates of 3/18 and 4/1 show 
that the minimum and maximums are in line with sales, the cards 
having been brought up for ordering approximately every two 
weeks. After ordering on 4/1, the card was not brought up again 
until 5/1, showing only twenty sold for the month. Rather than 
revise the minimum and maximum figure based on a one month’s 
decline in sales, the ordering clerk rightfully allowed the figures 
to stand. However, in placing the new order consideration was 
given to the sales decline and a quantity of 10, not 20, which the 
maximum would permit, was selected. 

The card was brought up for ordering again on 6/1 and shows 
that only 10 were used during the past month or a total of 30 
sold in the past two months. With this definite information, the 
ordering clerk feels confident in revising the minimum and maxi- 
mum stock quantities downward, reducing them from 20/40 to 
10/20 and encircling the date on which the revision was made. 
By checking the number of times an item has been ordered monthly 
and watching the date of the last order, the sales trend for the 
item can quickly and accurately be determined. 
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Basis for Determining Consumption 
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To determine the actual consumption, over a period, the follow- 
ing basis is used: 








Re PE, EDIE ceccdscciccsecsncegesses 25 
2. Quantity ordered and received ............065 185 
Det RMTMAES cc cccccccccccsecssescceves 210 
S, BE GR TRE BIE ce cccvccavedsssewecenes 23 
GREED. be ncenswdascccccssescescoess 187 
Monthly Average (5 months) ............. 37 
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Carrying Forward Sales Data 


4o/22 (e) 


lten BERWYN FRONT 
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Date Orders Bal, on Bal. Cust. Ord, Ov. Date Bal. on 
Ord. | PSs | Onders He Tome] Hes [Ord [nee | Orders 
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When the bin card has been completely filled with entries, the 
record covering the sales requirements for the period must be 
transferred to the new bin card. In doing so, post the total quan- 
tity consumed, and the number of months covered by the previous 
card record. Post the last three months total consumption also to 
the new card as this will serve as a guide for ordering during 
the first few months or until the record on the new card covers 
several months transactions: The inventory and date must also 
be entered on the new card. 


Weighing the Results 

After the installation of the new system in all the branches of 
the selected territory, regular periodic checks were made on the 
various branches to insure that the system was being operated as 
planned. Finally, after a trial period of six months a thorough 
survey was made of the operating results obtained. Here is what 
was found: 

1. Total inventories had been reduced 17% since the inaugura- 
tion of the plan in spite of a sales increase of 20% during the 
period. This represented an appreciable saving in working capital 
whick was then released for investment in other fields. 
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2. The number of “rush” stock orders received at the plant 
were only 25% of their former total indicating that potential 
shortages were being nipped in the bud. 

3. The daily orders received at the factory were appreciably 
more constant in volume due to the more frequent ordering basis. 
As orders received under the new control system represented im- 
mediate needs due to actual branch sales, the factory could thus 
more accurately gauge the pulse of consumer demand and revise 
its production schedules to cope with changing situations. 

4. A substantial quantity of slow-moving merchandise and 
“dead wood” had been removed from the wholesale branch stock 
and concentrated in zone offices or returned to the factory where 
there existed ultimate channels of disposal or salvage which were 
closed to the branch office. 

5. The uniform arrangement of the stock rooms resulted in the 
following benefits : 


a. The amount of space occupied was reduced allowing more 
room for display and other productive departments. 

b. The possibility of error in filling prescriptions or stock 
orders was lessened materially. 

c. Orders could be filled in shorter time due to the more 
efficient arrangement of stock. 

d. The training period necessary for new stock clerks was 
materially reduced. 

e. The morale of the personnel was improved by the better 
appearance of the branch offices, which undoubtedly also 
made a more favorable impression on the clientele. 


6. The time required for taking a physical inventory under the 
new system was reduced to a fraction of former length. In addi- 
tion, more accurate inventories resulted. The management could 
feel certain that the inventory represented “live” merchandise, dis- 
posable at its listed catalog value. The opportunities for theft or 
misappropriation were minimized. 

7. The actual physical cost of operating the system even in- 
cluding the installation expenses was appreciably less than under 
the old setup. 
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Adapting This Ordering and Inventory Control Plan to Fit Your 
Business 


Whether you are a manufacturer of nuts and bolts, fountain 
pens, cast iron pipe or of any product of reasonable value, regard- 
less of size, that is stocked in sufficient quantity to be inventoried, 
there is probably an easy adaptation of this system to fit your 
needs. 

Test your present inventory control plan by these five simple 
questions : 

1. Is it simple enough to be understood thoroughly by all who 
work under it? 

Is it economical to operate ? 

Will it operate efficiently with a minimum of control ? 

Does it do the job it was designed to do? 

Is it the best inventory control system for my needs that 
is available on the market today? 


WP ws 


If you cannot answer any one of these questions, it is high time 
you put your inventory control system under the X-ray. If ex- 
perience is any criterion you will find a few dollars invested in this 
fertile field will return you tenfold. 


MULTIPLE STORE INVENTORY CONTROL AS AP- 
PLIED BY A LIQUOR STORE SYSTEM 
By J. Ralph Fenton, Chief Staff Accountant 
Pennsylvania Liquor Control Board, Harrisburg, Pa. 


_ STATE store system of monopolistic control of the liquor 
traffic presents an interesting and unique problem of account- 
ing control such as is seldom encountered in other lines of busi- 
ness. Primarily, the fact that the average unit value of the mer- 
chandise handled in such a store system is relatively high in com- 
parison with other retail chain stores, makes it feasible and de- 
sirable to control inventories by unit rather than by value alone. 
Secondly, the operation lends itself admirably to an adaptation of 
the “Retail Method” of costing sales and inventory. 
In a large organization, such as that in operation in Pennsyl- 
vania, the problem of inventory control is naturally quite in- 
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tricate and involved. The requirements are of course commensur- 
ate with other large retail businesses which enjoy sales of from 
fifty to seventy-five millions of dollars annually. In addition to 
basic accounting requirements, there is a vast amount of statistical 
information required similar to that needed by other large chain 
store organizations wherein a systematic method of merchandis- 
ing is in operation. 

In order that the reader may obtain a definite picture of the 
problem, the writer will attempt to briefly outline the organization 
in operation in Pennsylvania. With varying differences such or- 
ganizations are in operation in many other states, although most 
are considerably smaller. The Liquor Control Board has over 
five hundred stores throughout the state. Many are operated by 
one man while some have as many as fourteen people comprising 
their personnel. The line of merchandise consists of over twelve 
hundred items of various kinds of liquor and wine in containers 
of different sizes from half pints to two gallons. Four large 
regional warehouses situated in the four divisions in which the 
state is divided care for restocking requirements of the stores. 
Each division is subdivided into districts in which are located 
sub-warehouses. These sub-warehouses are concentration points 
for slow-moving merchandise which is shipped to stores in less 
than case lots. 

This paper is not intended to describe the accounting system 
which is in operation in any state liquor control board or com- 
mission. It is rather a brief outline of the writer’s theory as to 
the ideal system of inventory control for such a setup. The plan 
which will be discussed is one which must be adapted to account- 
ing machines. Although the writer is of the opinion that it may 
be operated best with the punched card method of machine ac- 
counting, this paper should not be construed to definitely limit 
the application of the system to this type of machine. 


Central Control of Billing 


The ideal system, as will be outlined in the following paragraphs, 
is predicated, as far as stocking the stores is concerned, upon cen- 
tral control of stock and pre-billing of all orders. The first prob- 
lem in this connection is control of warehouse inventories so that 
availability of every item is at the finger tips of the supply division. 
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This is accomplished by a file of pre-punched tabulating cards. 
There will be a file for each warehouse, and as warehouse receipts 
are received, a card will be placed in that file for each case of 
merchandise placed in warehouse stock. This card will be punched 
with all basic information such as number of bottles in the case, 
retail value and cost of the case. These cards are numbered 
serially as they are placed in the file. As a result of this procedure 
the file of cards represents the “Available” inventory in the ware- 
house at any given time. This file is for billing purposes only and 
is not to be confused with the true warehouse inventory which is 
maintained in a different manner. 


Recording Receipts 


At this point we are considering charges to warehouse inventory 
and this entry is made by means of a punched card for each item 
on the warehouse receipt. This card will carry all the informa- 
tion which has been punched on the detail case cards except that 
one card represents the total number of cases received, and, of 
course, the total retail value and total cost. The receipt number 
and the purchase order number are also punched on this “debit” 
card for the purpose of reference. We now have a debit card for 
the total amount of the receipt which will be used in the prepara- 
tion of our warehouse inventory record, and we have detail case 
cards representing the same number of cases in the warehouse file 
to be used for billing purposes. 


Recording Shipments 


We will now assume that the supply division has prepared 
orders for the stores and we wish to set machinery in motion so 
that such orders will be shipped to the designated stores. First, 
it must be explained that every store must be placed on a definite 
delivery schedule. The warehouse will make deliveries to stores 
every day according to that schedule. Thus shipping orders must 
be given to the warehouse in sufficient time so that orders may be 
selected and delivered on the scheduled day. A two-day margin 
of time is usually sufficient, and since deliveries are seldom made 
on Saturday, this means that the shipping orders for the week are 
completed by Wednesday thus enabling us to close the warehouse 
records and balance the inventory by the end of the week. 
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Now to prepare the shipping order, which is also an invoice of 
merchandise to be shipped to the store. The order is taken from 
the supply division and cards are pulled from the warehouse file 
to correspond to the number of cases of each item desired. Cards 
are pulled from the low serial numbers in accordance with the 
“first-in, first-out” method. These cards are then run through an 
electric billing machine which tabulates them in such a way as to 
indicate the total number of cases, total number of bottles, total 
retail value and total cost of each item to be shipped. This in- 
formation is printed automatically on the “Shipping Order and 
Store Invoice,” which is prepared in quadruplicate. The cards are 
then gang punched with the store number and delivery date and 
filed to be used later in crediting the warehouse inventory and 
debiting the store inventory. Two copies of the shipping order are 
sent to the warehouse. One copy is mailed to the store as an 
advance notice of shipment and as notification that this merchan- 
dise has been charged to its account. A fourth copy is retained in 
Central Office to be matched up later with a signed receipt from 
the store. 

After all invoices have been prepared for the week, the detail 
cards which were used in the preparation thereof are sorted in code 
or item order and summarized by item so as to provide total cards 
which will be used to credit the warehouse inventory. After these 
summary cards are obtained the detail cards are re-sorted by store 
and filed in individual store files to be used in charging the stores 
for receipts from warehouse. A total card is punched from each 
invoice which is used in preparation of store controls and as a 
means for providing controls so that total shipments from the ware- 
house may be proven to the total receipts in the stores. The fol- 
lowing chart illustrates the entire operation and shows the control 
provided : 
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Supplementary registers are made of these various sets of cards 
so as to provide a complete record of the transactions involved. 
The following are suggested : 

1. Register of shipments by code, showing complete detail of 
stores to which each code was shipped. This should be a 
listing of all the detail cards at the time they were being sum- 
marized. 

2. Register of invoice totals. These should be listed in store 
order and also in invoice number order. 


These registers will be of value, not only as support for credits 
to the warehouse inventory record but also in auditing warehouse 
invoices for storage and for transportation. 


Warehouse Inventory Record 

The only step now remaining as far as the warehouse account- 
ing is concerned is the preparation of the warehouse inventory 
record. This is accomplished by sorting all of the receipt cards 
together with the shipment summary cards and the balance cards 
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of the previous week. They are then tabulated end printed so 
as to calculate and show the following information: 
Opening balance; debits; credits; closing balance. 

This record is tabulated by code and each amount shown thereon 
is supported by a register of the detail thereof. The record should 
be maintained so as to reflect number of cases, retail value and 
cost value of each item. Similar records will be made for each 
warehouse. 


Recording Sales 

We will next consider our problem from the sales angle. We 
will assume that the merchandise has been delivered to the stores 
and that sales have been made. The store reports of sales should 
consist of a daily report of sales value and a weekly report of item 
sales. All merchandise is charged to the store at retail value. 
They should be held accountable for units and value. Sales dis- 
counts if properly reported will be allowed in accounting for a por- 
tion of the retail value of sales. The balance must be accounted 
for by a transmittal of cash or check. 

When the daily report of sale value is received by Central Office 
it must be audited for addition and subtraction of all items. The 
detail of all discount sales must be verified to prove the accuracy 
of calculation and it must be proven that amounts have been carried 
forward to the summary properly. The only manual verification 
necessary is that of proving the discounts. The report is then 
given to a key-punch operator who punches a card for each store’s 
report, showing thereon all information shown on the report. At 
the end of the week these cards may be sorted by store and tabu- 
lated to obtain store totals. Two registers are prepared as follows: 

1. Sales audit report: Showing total retail value of sales and 
the distribution thereof to the different classes of sales and 
to discount allowed. 

2. Cash transmittal report: Showing net value of sales reported 
and distribution thereof to cash transmitted and over or 
short. 

In this operation the addition and subtraction on every report is 
automatically proven and verified, corrections being made where 
necessary and notification sent to the affected stores. 

At the end of the week, the stores must submit a report of item 
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sales for the week. That is, they must report the total number of 
units of each item sold together with the retail value of same. This 
report must be audited in order to prove that the correct retail 
price has been charged and that the total retail value of the report 
agrees with the total of the daily reports submitted. This audit 
is made by means of pulling pre-punched tabulating cards from 
files for every item reported sold. These cards have all basic in- 
formation punched thereon, such as: number of bottles, retail 
value, unit price, case equivalent, vendor code, type of liquor, etc. 
Some of this information is for accounting use and the rest for 
statistical purposes, as will be explained later. Reservoir files are 
maintained with quantities of cards for each item in various de- 
nominations. Thus, if a store reports the sale of 123 bottles of a 
certain item it is necessary to pull a card representing 100 bottles, 
two for 10 bottles each, and one for 3 bottles. The denomination 
cards vary according to sales activity, the usual selection being 
cards representing I, 3, 5, 10, 25, 50, 100, 200, 300 and possibly 
500 units. 

In this manner, cards are pulled for every store and reports are 
audited. The detail sales cards of each store are summarized by 
code in order to provide credit cards for the store inventory re- 
ports which will be described later. The detail cards are then re- 
turned to the reservoir files and may be used over and over again. 

We now have the basis for any type of sales analysis which 
could be desired. Among the many reports which may be de- 
manded, the following are of particular value to the purchasing, 
merchandising or operating departments: 

1. Sales by code for each supervisory district. 

2. Sales by code for each major division. 

3. Sales by code for the state. 

(Ail of the above reports may be in bottles and cases.) 

4. Sales by type of liquor. 

5. Sales of liquor in price groups. 

6. Sales of liquor by vendor. 


Store Inventory Records 

The next major step in the system is the preparation of the store 
inventory reports. These are prepared weekly in the following 
manner: balance cards, obtained from the previous week’s re- 
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ports, are sorted with the detail shipment cards and the sales 
summary cards previously described. They are sorted in code 
order for each store and then tabulated on an electrical accounting 
machine which calculates new balances for each code, and prints 
the results on a regular report. The report shows the balance at 
beginning of week plus receipts of merchandise minus sales, which 
gives the balance at end of week. The balance is shown in both 
units and retail value. Retail value of sales is also shown so as 
to provide a check against a similar figure shown on the weekly 
Sales Audit Report which, as previously explained, is obtained 
from a summary of values reported daily by the stores. 

The new balance cards obtained in this operation also provide 
a medium for the preparation of many types of analytical reports, 
such as: 

1. Inventory by code for each district, division or state. 

2. Sales activity (compared to inventory) of each code. 

3. Inventory by type, etc. 


Controls and Sub-Controls 

All of the previous discussion has dealt only with detail records. 
Provision must be made for control accounts which tie in with the 
general ledger accounts. The general ledger account of “In- 
ventory” is charged with receipts of merchandise and credited with 
sales, whereas the detail records and the sub-controls must record 
all subsidiary transactions dealing with movement of merchandise 
within the system, such as shipments from warehouse to store, 
transfers from one store to another, transfers from one ware- 
house to another, and transfers from store to warehouse. 

These sub-controls are merely summaries of the detail cards 
used in the preparation of the detail records. For instance, the 
card punched for the total value of an invoice covering shipment 
to a store provides the means of charging the sub-control for that 
store. A card punched for the total retail value of sales for the 
week is the basis for crediting the sub-control for the store. Simi- 
larly, every transaction is summarized and the resultant summary 
card used in the preparation of these sub-controls. All charges to 
a store are recorded at both retail value and cost, whereas credits 
are recorded only at retail value. This is the basis for the “Re- 
tail Method” of costing inventories and sales. 
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The sub-controls are prepared monthly by sorting all control 
cards together for each store and tabulating them on an electric 
accounting machine which calculates and prints the total of the 
opening balance and all charges for the month at both retail value 
and cost; the total credits for the month at retail value; and the 
closing inventory balance at retail value. This statement, which 
may be called “Store Cost of Sales and Inventory Statement,” is 
then checked with the “Store Inventory Report” in order to see 
that the closing inventory figure is the same on both statements. 
We are then ready to calculate the cost of sales and the cost value 
of the closing inventory. As stated above, the total of all charges 
to the store inventory is shown at both retail and cost. We obtain 
the ratio of cost to retail by dividing the total cost value by the 
total retail value. The percentage figure thus obtained is then 
applied against the retail value of sales shown on the statement 
and we obtain the cost of sales. Cost of sales is then deducted 
from the total cost of charges to the store and we obtain the cost 
value of the closing inventory, which will be carried forward to 
the next month’s statement. 


Adjustments 


Up to this point nothing has been said about adjustments. In 
an operation as large as this there will certainly be many adjust- 
ments and these must be made in detail by code in order to comply 
with the system of unit control. A detailed discussion of adjust- 
ments could well take up many more pages.than have been devoted 
to foregoing paragraphs. It must suffice to say that the handling 
of adjustments is similar to the routine described for the regular 
transactions described heretofore. They would be key-punched in 
detail from original papers and run through the detail inventory 
records as debits or credits as the case might be. They would be 
summarized by transaction and run through the sub-controls at the 
end of the month. Debit adjustments would be made at both 
retail value and cost and coded to appear “above the line,” or 
with “other charges” in the cost of sales statement. Credit ad- 
justments would be made at retail value only and appear “below 
the line” on that statement. Cost would be determined by the 
same method as described for costing sales. 
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liquor store system. 


It has been the writer’s desire in the foregoing paragraphs to 
give a word picture of the ideal method of inventory control for a 
It is thought that the reader may see the 
picture a little more clearly if the words are supplemented by a 
few actual examples of the various records described. The forms 
are illustrated below and on the following page. 
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